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transferred to the minimum required
to meet a State’s actual and imme-
diate cash needs.

(c) A State must not draw down funds
from its account in the Unemployment
Trust Fund (UTF) or from a Federal
account in the UTF in advance of ac-
tual immediate cash needs for any pur-
pose including maintaining a compen-
sating balance.

(d) A Federal Program Agency must
allow a State to submit requests for
funds daily. This requirement should
not be construed as a change to Fed-
eral Program Agency guidelines defin-
ing a properly completed request for
funds.

(e) In accordance with the electronic
funds transfer provisions of the Debt
Collection Improvement Act of 1996 (31
U.S.C. 3332), a Federal Program Agency
must use electronic funds transfer
methods to transfer funds to States un-
less a waiver is available.

§205.12 What funding techniques may
be used?

(a) We and a State may negotiate the
use of mutually agreed upon funding
techniques. We may deny interest li-
ability if a State does not use a mutu-
ally agreed upon funding technique.
Funding techniques should be efficient
and minimize the exchange of interest
between States and Federal agencies.

(b) We and a State may base our
agreement on the sample funding tech-
niques listed in paragraphs (b)(1)
through (b)(5) of this section, or any
other technique upon which both par-
ties agree.

(1) Zero balance accounting means
that a Federal Program Agency trans-
fers the actual amount of Federal funds
to a State that are paid out by the
State each day.

(2) Projected clearance means that a
Federal Program Agency transfers to a
State the projected amount of funds
that the State pays out each day. The
projected amount paid out each day is
determined by applying a clearance
pattern to the total amount the State
will disburse.

(3) Average clearance means that a
Federal Program Agency, on the dol-
lar-weighted average day of clearance
of a disbursement, transfers to a State
a lump sum equal to the actual amount
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of funds that the State is paying out.
The dollar-weighted average day of
clearance is the day when, on a cumu-
lative basis, 50 percent of the funds
have been paid out. The dollar-weight-
ed average day of clearance is cal-
culated from a clearance pattern, con-
sistent with §205.20.

(4) Cash advance (pre-issuance or
post-issuance) funding means that a
Federal Program Agency transfers the
actual amount of Federal funds to a
State that will be paid out by the
State, in a lump sum, not more than
three business days prior to the day the
State issues checks or initiates EFT
payments.

(5) Reimbursable funding means that
a Federal Program Agency transfers
Federal funds to a State after that
State has already paid out the funds
for Federal assistance program pur-
poses.

§205.13 How do you determine when
State or Federal interest liability
accrues?

(a) State or Federal interest liability
may or may not accrue when mutually
agreed to funding techniques are ap-
plied, depending on the terms of the
Treasury-State agreement.

(b) We and a State may agree in a
Treasury-State agreement that no
State or Federal interest liability will
accrue for indirect costs or indirect al-
located costs based on an indirect cost
rate. This indirect cost must be con-
sistent with OMB Circular A-87 (For
availability, see 5 CFR 1310.3.) and be
in accordance with this subpart A. The
indirect cost rate may be a Statewide
indirect cost rate or a public assistance
cost rate, where appropriate.

§205.14 When does Federal interest li-
ability accrue?

(a) Federal interest liabilities may
accrue in accordance with the fol-
lowing provisions:

(1) The Federal Program Agency in-
curs interest liability if a State pays
out its own funds for Federal assist-
ance program purposes with wvalid
obligational authority under Federal
law, Federal regulation, or Federal-
State agreement. A Federal interest 1i-
ability will accrue from the day a
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State pays out its own funds for Fed-
eral assistance program purposes to
the day Federal funds are credited to a
State bank account.

(2) If a State pays out its own funds
for Federal assistance program pur-
poses without obligational authority,
the Federal Program Agency will incur
an interest liability if obligational au-
thority subsequently is established.
However, if the lack of obligational au-
thority is the result of the failure of
the State to comply with a Federal
Program Agency requirement estab-
lished by statute, regulation, or agree-
ment, interest liability may be denied.
A Federal interest liability will accrue
from the day a State pays out its own
funds for Federal assistance program
purposes to the day Federal funds are
credited to a State bank account.

(3) If a State pays out its own funds
prior to the day a Federal Program
Agency officially notifies the State in
writing that a discretionary grant
project is approved, the Federal Pro-
gram Agency does not incur an interest
liability, notwithstanding any other
provision of this section.

(4) If a State pays out its own funds
prior to the availability of Federal
funds authorized or appropriated for a
future Federal fiscal year, the Federal
Program Agency does not incur an in-
terest liability, notwithstanding any
other provision of this section.

(5) If a State fails to request funds
timely as set forth in §205.29, or other-
wise fails to apply a funding technique
properly, we may deny any resulting
Federal interest liability, notwith-
standing any other provision of this
section.

(b) Federal Program Agency pro-
grams that have specific payment
dates set by the Federal Program
Agency that create interest liabilities
are subject to this part.

(c) States must adhere to Federal
Program Agency disbursement sched-
ules when requesting funds. Notwith-
standing any other provision of this
section, we may deny a State’s claim
for Federal interest liability for the pe-
riod prior to a late drawdown request.
States must time their funds drawdown
so that it does not create Federal in-
terest liability. The drawdown request
must allow the Federal Program Agen-
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cy sufficient time to meet its disburse-
ment schedule. If the Federal Program
Agency does not make a timely payout
in accordance with the terms of the
Treasury-State agreement, a State
may submit a claim for interest liabil-
ity.

§205.15 When does State interest li-
ability accrue?

(a) General rule. State interest liabil-
ity may accrue if Federal funds are re-
ceived by a State prior to the day the
State pays out the funds for Federal
assistance program purposes. State in-
terest liability accrues from the day
Federal funds are credited to a State
account to the day the State pays out
the Federal funds for Federal assist-
ance program purposes.

(b) Refunds. (1) A State incurs inter-
est liability on refunds of Federal funds
from the day the refund is credited to
a State account to the day the refund
is either paid out for Federal assist-
ance program purposes or credited to
the Federal government.

(2) We and a State may agree, in a
Treasury-State agreement, that a
State does not incur an interest liabil-
ity on refunds in refund transactions
under $50,000.

(c) Ezxception to the general rule. A
State does not incur an interest liabil-
ity to the Federal government if a Fed-
eral statute requires the State to re-
tain or use for Federal assistance pro-
gram purposes the interest earned on
Federal funds, notwithstanding any
other provision in this section.

(d) Mandatory matching of Federal
funds. In programs utilizing mandatory
matching of Federal funds with State
funds, a State must not arbitrarily as-
sign its earliest costs to the Federal
government. A State incurs interest li-
abilities if it draws Federal funds in ad-
vance and/or in excess of the required
proportion of agreed upon levels of
State contributions in programs uti-
lizing mandatory matching of Federal
funds with State funds.

§205.16 What special rules apply to
Federal assistance programs and
projects funded by the Federal
Highway Trust Fund?

The following applies to Federal as-
sistance programs and projects funded
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